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Employee Representation and the N.LR.A.* 


By T. H. A. Trepemann, Standard Oil Company (New Jersey) 


HE National Industrial Conference Board has given us these historical 

facts regarding the status of industrial representation at the start of the 
present year: Plans of employee representation, while relatively little known 
before the World War, took hold with a vigor so that in the year 1926 there 
were 432 companies in this country whose employees and managements were 
working under the cooperative principles of the various types of employee 
representation plans. In those companies there were 913 separate joint con- 
ferences in which were being handled with varying thoroughness and suc- 
cess the “labor problems” of slightly more than 1,369,000 people. 

The close of the year 1932 found our industries still struggling with 
the curtailments, adjustments and resultant personnel problems of the most 
serious depression in our history. Those conditions had existed with varying 
harshness for the previous two or three years, with every company doing 
everything possible to economize. It may seem surprising to find 313 com- 
panies with representation plans in operation at that time. This is a decrease 
of 27.5 per cent from the figure of 1926, but I know of few industrial 
figures which show so slight a decline. This is particularly apparent when 
we consider that in those 313 companies there were 767 joint conferences, 
which is a decline of only 16 per cent. The most indicative fact however, 
is that there had been a decrease of less than 8 per cent in the number of 
employees, so that we find more than 1,263,000 doing their collective bargain- 
ing in those joint conferences. From this it is obvious that in the opinions 
of the personnel of those companies, employee representation had earned an 
assured place in the industrial order. In the oil business, according to a 
close check, early in 1933 there were in operation in 23 petroleum compa- 
nies, 72 joint conferences involving approximately 75,000 employees. Since 
then several new plans have been adopted by the employees of other oil 
companies. The growth and spread of joint conferences in this industry 





* This paper was presented at the Third Industrial Relations Conference held at Princeton Uni- 
versity, September 20, 1933. a - 
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has been gradual. This statement is substantiated by the fact that new em- 
ployee representation plans were inaugurated in the oil business in 1918, 
1919, 1920, 1921, 1922, 1926, 1929, 1930, 1932 and 1933. These are not con- 
fined to any locality but extend through all branches of the industry from 
Maine to California. 

Also, as a matter of history, it should be stated here that for the most 
part the problems of the depression had done considerable to build up the 
importance and prestige of the joint conferences which functioned through 
it. In discussions on this subject, held last year both at Princeton and at 
Silver Bay, there was practically a unanimous opinion that the many diffi- 
cult decisions and adjustments affecting employee relationships caused by 
the depression had done much to strengthen and enhance the joint confer- 
ences and to instill in both employee and management representatives a 
greater respect for and realization of the possibilities of this method of 
collective dealing, when it was based on frankness, cooperation and mutual 
helpfulness. In the 42 joint conferences, with which I personally work, the 
results of the functioning of those plans during the years of the depression 
gave ample proof of this statement. This was also the case in many other 
organizations. It might have been true if there had been no better reason 
than the fact that adversity tends to bring all groups together to overcome 
a common enemy—such as the depression. 

Support is given to this opinion by the fact that the decrease in the 
number of companies having representation is a net decrease. That is, while 
a number of plans were being discontinued, others were being inaugurated 
in companies which had not previously had such plans. I mention this here 
to show that there has been a continuing interest on the part of industry 
in the progress of representation and in the possibility of its being adaptable 
in any individual company. A survey shows that each year since 1918 has seen 
the birth of new plans in the country. These were adopted by employees 
and the managements of the companies concerned in the light of experience 
gained before and even during the depression. Now we might view those 
developed by the Recovery Act. It is a fair assumption that there were 
others who would have followed suit but for the same financial consideration 
—usually a mistaken view of cost—which caused some companies to discon- 
tinue their plans. This leads to the statement that there had been a good 
deal more quiet study and contemplation of employee representation by 
American industry than is generally realized prior to the moment when the 
employer and employee, reading the various drafts of the Recovery Act, 
heard the voice of Labor giving the order, “Fix bayonets!” Obviously most 
plans which have been installed since the passage of the Recovery Act owe 
their existence primarily to the click of those bayonets, but I do not believe 
that as many managements were totally unprepared as is generally supposed. 

A word might be said to modify, if not wholly deny, the implication 
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which is being broadcast through the country that plans of employee repre- 
sentation are now being seized upon merely as a sort of magic wand by which 
groups of conniving employers will attempt to conjure away the evil spirits 
of organized labor and other devils, who are about to bewitch all workers. 
I do not believe that in this day when the relationships existing between 
employer and employee in every company are set out for public edification 
any appreciable number of employers will be idiotic enough to attempt a 
representation plan as a means of taking unfair advantage. I believe whether 
they like it or not, if they have decided to try representation and the em- 
ployees have approved, they realize fully that they must be absolutely honest 
in the performance of the contract. They must know that their plan will 
live or die depending upon the sincerity and intelligence with which it is 
administered. Then, too, I know of several representation plans which have 
just been adopted by managements and employees of companies where the 
subject had been considered for a long period, and which, in my opinion 
would have been started even without the sudden urge developed by the 
Recovery Act. 

Specifically, what has happened in the last few months? I do 
not know of any statistics available that give an exact count as to the 
number of existing plans which have started operation this year. From the 
material given to me in answer to personal letters and from general reports 
from known sources throughout the country, I can account for twenty plans, 
involving 118 joint conferences for approximately 131,300 employees. Of 
these joint conferences thirty-three are in the petroleum business. Of the 
total number of new plans, approximately eleven are merely extensions of 
plans already in operation to other units of the same company. Some have 
been installed in companies which, while not having a representation plan 
previously, had a well developed personnel policy, the evolution of which 
should have brought them to the point where they should be entirely success- 
ful in the installation and operation of a proper representation plan. The 
other companies, including those which had given previous study and con- 
sideration and those which had not, have rather hastily examined the exist- 
ing plans and have taken from them what they consider the best framework 
and parts around which to build their own canoe. In this they will embark 
with their employees on the sea of representation where they undoubtedly will 
encounter both passing squalls and real storms. There has been quite a 
clamor about this, but after all, what is there to criticize about the proposi- 
tion in general? Why shouldn’t they try this craft as well as any other? 
The waters are not unchartered now. After years of exploration and suc- 
cessful navigation by others, the best channels and courses are known. Most 
of the rocks have already been hit by somebody and, therefore, may more 
easily be avoided now by the newcomer. 

The man experienced in the different elements of representation, the 
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man who has watched the success or the non-success of this or that element 
or provision in different plans might be critical of the set-up in some of these 
cases; but the set-up is not the essential matter. Provided that the spirit 
and intent of both the management and the employees of a given company 
are right and that their past associations have been such as to lend confidence, 
the plan will probably succeed. Such changes and amendments as may be 
necessary for its better operation can easily be made in the future. Given 
sincerity of purpose, it is logical to assume that a representation plan will 
fulfill the very broad purposes for which it is intended and fulfill them in 
a spirit of cooperation and harmony at least as well as any other type of 
organization for collective bargaining which could be inaugurated. Haste, 
inexperience, insincerity and selfish interest undoubtedly will mar some of 
these plans, but on the whole they will apply in no greater ratio to employee 
representation plans that have been installed recently than they do to the 
instances of hurried unionization. In the drive for new installations, repre- 
sentation, being what it is, should be better conceived and handled than the 
general run of installations made by the various unions representing every- 
thing from the right to the left wing. 

One thing is at least clear and certain—the provisions of the Recovery 
Act have developed a tremendous interest in employee representation. It 
might be well to give a specific indication of this. I recall one firm which 
was known to have a successful representation plan and which has been re- 
ceiving a constant stream of letters asking for information relative to the 
operation and the make-up of its joint conferences. Being unable to answer 
each letter individually, this firm finally prepared a mimeographed outline 
of its plan together with some explanatory data as to its installation and 
operation. Despite the fact that these requests have come from representa- 
tive companies and associations and have been scrutinized so that answers 
would be sent to only worthwhile inquiries, nearly 2,000 copies of the out- 
line have thus far been required to supply the demand. I have said that 
the requests had been scrutinized. I mean by this, scrutiny such as follows 
the realization that a word of warning and caution is often necessary in 
order to prevent, insofar as possible, the installation of employee representa- 
tion plans without a full realization upon the part of both the managements 
and the employees concerned, of the many important elements involved. 
There is a selfish interest in this. It stands to reason that those plans which 
are admittedly successful and which have established a reputation for in- 
tegrity and usefulness, will suffer with the worst of them from the shock to 
the prestige of representation, caused by the blow-up of those which are 
ill-conceived or operated as a means of exploiting the employee. 

Presuming that there will be such explosions, it seems to me that allow- 
ing for a percentage of failure there is still bound to be a sizable increase 
in the number of successful representation plans in the future. Therefore, 
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aside from the advantage of publicity, I do not attach much weight to the 
discussions which have been going on in Washington over the wording of the 
labor sections of some of the codes. There can be no question that the 
Recovery Act permits the formation and continuance of plans of employee 
representation. That is all that is necessary. While it may seem desirable 
in some instances to write an open shop clause into a code, I do not see 
what difference it makes in the long run. 


Employees are guaranteed the right to organize and I take it for granted 
that they will choose that form of organization which seems best to them. 
They will be swayed in their decision by their previous experiences with their 
employer and their judgment of his honesty of purpose, squareness and sym- 
pathetic knowledge of their problems. 


There are firms and even industries in which a representation plan could 
not function successfully. By this same token there are others which, be- 
cause of the peculiarities of the business, the nature of the work and the 
type of personnel, will not lend themselves to unionization as we now know 
it. Of course, I know employee representation primarily and almost en- 
tirely from the standpoint of the oil industry. Here is a specific case where 
I thoroughly believe after considerable experience that a representation plan, 
given sincerity and a proper follow-up, is a better proposition for both the 
management and individual employees than any form of union. This is 
possibly more true in the case of the oil industry than in any other. There 
is no line of demarcation between the employee and the management; there 
is no class distinction. The nature of the work makes it necessary for the 
boss and the workman to be on the firing line together, and as a matter of prac- 
ticability, more promotions are made from the ranks so that the laborer 
of yesterday is very often the director of a few years hence. If you doubt 
the very general truth of that statement take a moment to consider the in- 
dividual histories of the hundreds of oil executives and representatives who 
were in Washington to work on the oil code. 


Therefore, there should be a free field for both the labor unions and 
employee representation. It is indicative to read General Johnson’s Labor 
Day address given at Chicago which includes the following in reference to 
the Recovery Act: 


“This law establishes the right of workers to organize and to deal with their em- 
ployers through any representatives whom they may choose. Workers are not compelled 
to do this. They can deal with their employers individually if they so choose. And 
whether they are organized or not their interests will be protected as to maximum 
hours and minimum wages in every hearing under a code. 


“The obligation of employers is not to seek to interfere with efforts of workers to 
organize or with their choice of representatives. Employers cannot refuse to bargain 
about conditions of employment with the self-chosen representatives of the workers. 
Employers cannot make as a condition of employment that their workers join a com- 
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pany union. But employers are not compelled to agree on any particular scale of wages 
or conditions of employment merely because they are bargaining with self-chosen repre- 
sentatives of organized workers. And no employer is denied the right to bargain in- 
dividually with any worker if the worker so chooses.” 


In the same speech, General Johnson came out strongly against closed 
shop agreements, to this extent, apparently upholding the contention of some 
attorneys that such agreements are illegal. He said: 


“It is, however, the workers’ choice as to whether he shall bargain individually or 
collectively through a representative. If an employer should make a contract with a 
particular organization to employ only members of that organization, especially if that 
organization did not have 100 per cent membership among his employees, that would in 
effect be a contract to interfere with his workers’ freedom of choice of their represen- 
tatives or with their right to bargain individually and would amount to employer 
coercion on these matters, which is contrary to the law. . . .” 


This statement by the General takes on added interest in view of the 
press releases from Washington which tell of Mr. Green’s protest to the 
N.R.A. concerning the present spread of what he refers to as company 
unions. To me the most important element in the statement is that Mr. 
Green points with particular horror to those very fundamentals of employee 
representation which many of us consider to be the primary reasons for its 
success. 

Let me quote General Johnson again: 


“Coercive measures on either side are wrong. It is as bad for an organization to 
tell workers that if they do not join a particular union they will get no rights as it is 
for employers to tell their men that if they do not join company unions they will get no 
rights. Both statements misrepresent the law and take undue advantage of workers.” 


It would be helpful if all concerned would read that last paragraph and 
be guided by it. I wish that more could be done to urge both employers and 
unions to act in the true spirit of the new law. The tendency is too general 
to read into the Recovery Act and the codes those interpretations which best 
serve their purely selfish interests and to read out of them any ideas which 
conflict with their own notions and purposes. This tendency is becoming a 
real menace and is now endangering the entire recovery effort. Consider 
the number of seemingly unnecessary strikes which have recently been called. 
Generally speaking it appears that their sole purpose is to facilitate the or- 
ganization of the workers. I believe such instances are unwarranted and 
should be discouraged by any means possible, if for no other reason than the 
fact that they disturb confidence, arouse fear and in the long run must be 
more harmful than beneficial to the unions concerned. Those who are 
guilty of any of these things must heed the warnings which are now going 
out. We need more statements and more results in line with what General 
Johnson said at Chicago, which was backed up and amplified by Owen D. 
Young when he said: 
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“Helpful cooperation, restraint in our demands on the part of all, most of all, re- 
straint on the part of over-enthusiastic people who regard this as an opportunity to get 
their ideas across, are essential to the N.R.A. program. . . . 


“Capital which over-reaches for profits; labor which over-reaches for wages, or a 
public which over-reaches for bargains will all destroy each other. There is no salva- 


tion for us on that road. The over-reaching hand in all three groups is an enemy of 
the N.R.A.... 


“Careful judgment, not hysteria; hard thinking, not high emotion; open-minded con- 
sideration, not violent prejudice; sympathy, not bitterness; these are the qualities which 
the President has a right to expect from us and which we ought to be proud to give.” 

Realizing that what I have said here gives only a brief outline of the 
past and present conditions, and knowing that many important elements are 
not analyzed, it still seems that we are assured of one condition, which is 
simply this—the Recovery Act has emancipated labor. It has given a new 
bill of rights to the labor unions, and what is just as important is that it 
has brought about a new impetus and freedom for employee representation 
plans. The wording of the now famous Section 7 guarantees a new era in 
the philosophy and administration of all industrial relations. 

Let us analyze for a moment the conditions which face both the old, the 
new, and the coming representation plan. Such a plan, once installed, will 
cperate from now on in open and frank competition with the unions. Both 
the management and the employee will be fully aware of that fact and all that 
it implies. 

Therefore, the day is past when a plan of employee representation can 
be used successfully as a subterfuge. It must be an active and controlling 
agency in the future or run the danger of having its title changed overnight. 
The “cut and dried” method is out. Except with the expressed approval of 
the employees, there can be no limitation on who shall vote and who is eligible 
to serve as representative, nor should we have clauses which limit the right 
of the employee representative to discuss or aid in the settlement of any 
matter affecting him. 

It seems assured that all future wage adjustments and those affecting 
hours and similar conditions of employment will be made only after securing 
the approval of the employees through their elected representatives. All 
matters to be presented to future joint conferences will have most careful 
thought, and probably will have prior and informal consideration by the 
employee representatives. This carries with it a new light on the matter 
of promotion and layoff which, while they must continue to be primarily 
functions of management, will be subjected to a new type of scrutiny and 
question. The recalcitrant foreman or superintendent who has felt that he 
was demonstrating his rugged individualism by bucking the representation 
plan is now forced into line. 

I look for many fine developments due to the fact that each plan is 
peculiarly representative of the plant, field, or industry in which it functions. 
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Organized on a cooperative instead of a militant basis and acting under the 
impetus furnished by the Recovery Act, there is every reason to look for 
outstanding achievement. In this connection, it is important to realize that 
the chairman of any joint conference knows that every representative in his 
meeting is an expert in his particular phase of the work so that employee 
representation offers the greatest opportunity for constructive participation by 
the employees in the conduct of the business in which they earn their living. 

Finally, our old argument as to the need or wisdom of clauses provid- 
ing for arbitration is apparently null and void. I still feel that it is better 
to do everything possible to force the joint conference to mull and fight 
over a question until a decision is reached instead of taking the line of the 
least resistance, which is the telephone wire to the arbitrator. However, 
the arbitration boards are now set up. The only hope I have in support of 
my old philosophy is that their lines will be so busy settling union disputes 
that the joint conferences will find it expedient and more satisfactory to 
settle their own arguments within their own four walls. 

All of this indicates a serious need for men of the right calibre, interest, 
and training to take hold, presumably in a staff capacity, of these many 
problems and aid their managements and employees in the proper develop- 
ment of the new plans. The idea of employee representation has been de- 
veloping and has been practiced for more than fifteen years and considerable 
knowledge and technique has been built up. It is highly important that the 
managements in particular realize this and that, where new plans are being 
installed, the tendencies, operation and attendant work should be guided by 
a qualified leader of major executive capacity. 

With this picture before us, I can see nothing but real progress for 
employee representation. Some plans will fall by the wayside and we will 
find the employees and managements in the companies concerned in the union 
column. By far the greater majority will survive—not only survive but 
gain an entirely new strength and usefulness. In the light of present cir- 
cumstances, the employer will bend every effort to have a successful plan. 
Under these conditions, I thoroughly believe that untold thousands of Ameri- 
can employees, with American principles and ideals, and the right to a free 
choice, will decide to do their collective bargaining through this more modern 
cooperative and friendly medium. 
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Selection and Training of Industrial Salesmen 


By R. D. Van Houten, Sales Executive, New York City 


GALES managers are faced with one common problem—always one of the 

most important problems which they must face. This has to do with man- 
power. Particularly in times such as we have been passing through, when 
selling forces are meeting more than normal sales resistance, we must of 
necessity—when thinking of that challenge which representatives of the 
selling forces of business are facing, increased business with control of cost— 
give first consideration to what we can do to increase the effectiveness of our 
salesmen. 

Salesmen are the one big force intrusted with the all-important job of 
caring for and developing our most valuable living assets—our customers— 
our prospects. Let us see how we select and train this important person in 
the average business. 

There are no recognized sources from which we can secure men who 
are thoroughly trained in the fundamentals of this profession; therefore, 
the usual sources from which men are recruited are: 

1. From competition. 

2. Development within the organization from other departments where 
they have had an opportunity to learn the company’s line, catalogue numbers, 
prices, terms, etc. 

3. New men hired especially as salesmen to undergo training—experi- 
enced and inexperienced. 

If we were hiring a chemist, an engineer, an attorney, or any member 
of the recognized professions for our business, we would have a source for 
securing thoroughly trained men who come to us with a degree, which certi- 
fies that at least four years’ thorough training in the fundamentals of their 
chosen profession has been given by an accredited institution of learning. 

Who was the instructor of your salesman? What degree of certification 
for his fitness have you in choosing him for his all-important post? Yet his 
position is certainly on a par with any of the recognized professions—judged 
by his responsibility and the importance of his job. Men are selected for 
selling jobs on the basis of the usual recognized standards of appearance, 
health, character, ability to talk, education, experience, and background. 

Some men come into an organization, and after a few months have been 
spent in training them and sending them out into the field they are judged a 
failure and pass out of the organization. This is costly. Some men come in 
and go along for years just on the borderline between profit and loss. Too 
few are those who become outstanding stars—our big producers. Why? 

Present-day training programs in the average business consist of the 
usual sales classes—junior sales apprenticeships—catalog study—time in the 
stock room or other departments, to familiarize the men with the line. At 
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least ninety-five per cent of the usual training is devoted to study of the 
product—how made—its good qualities. 

In the cost of training there are many known factors which can be 
computed— 

1. Wages or compensation paid while salesman is being trained. 

2. Sales manual and other material consumed. 

3. Supervision and administrative time of those charged with the job 
of training. 

4. Time spent in field actually contacting accounts chargeable to train- 
ing expense until the man becomes a producer of known and proved value. 

The unknown factors which cannot be computed but which are present 
just the same and which are caused by the fact that the salesman does his 
practicing in the offices of customers are: 

1. Orders lost due to inexperience during this period. 

2. Accounts which are spoiled. 

3. Goodwill destroyed. 

4. Prestige suffers. 

The average training cost before men start to produce—taken from 
those factors which can be computed—runs to a considerable sum. In one 
organization it has been estimated that the average cost of putting a man 
through the training period is approximately $650. This amount must be 
invested before there is a chance to judge accurately whether or not the man 
will be a successful salesman, and worth carrying forward to more expense 
of further training. 

These costs have to do with the training of new men only and from the 
time a new man comes into the organization there is a never-ending job of 
education and training necessary to keep this man on his toes and effective in 
dealing with his customers—to keep him in the frame of mind, with a business 
religion, in the face of all the obstacles and discouragements he meets in his 
daily work, to enable him to do that job of creative selling which we are all 
facing in today’s market. 

To cut these costs and take some of the waste out of this all-important 
and perpetual job, is one of the principal duties in the direction of selling 
forces today. The best men in every selling organization became soft during 
the demand years when creative selling was not necessary to the securing of 
business. The new men coming in must have a different kind of training 
to face the task that confronts us in creating business in the market we 
are facing today and that we are going to be facing for some time to come. 

Not only is it necessary to cut these costs and take out some of this waste 
but it is of paramount importance that some method be instituted which makes 
it possible to cut down the time it now takes to make a man a producer. It 
has been our experience that some of the men who apparently were making 
good during the few years prior to the depression, have been our most out- 
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standing problems during the years since 1929. This has not been peculiar 
to our company—it is rather a natural result of the transition from a demand 
to a creative market. We suddenly discovered that we, like many others, 
had many men who could not sell. They used to sell—why not now? The 
answer finally was very obvious. 


They were not trained to sell. Their conception of the art of selling had 
been formed when it appeared to be an easy job. Customers wanted to buy— 
prospects created themselves. They did not have to create business so there- 
fore they did not know how to do it. These were men who had a thorough 
knowledge of our products—they were product-trained not sales-trained. 
There is a great difference between these two types of training. Our prod- 
ucts can be taught to the stockroom boys, the order clerks, our engineer 
knows every detail of the design and quality of our products. But all this 
knowledge of products is worthless if we cannot sell them. 


A proper realization of this condition that is facing a sales force calls 
for a new kind of thinking in dealing with our men. First our salesmen are 
our personal customers and must be kept sold just as carefully as we in turn 
expect them to sell our firm’s customers. Their morale must be kept up and 
their fighting spirit stimulated, if we expect them to perform in accordance 
with any normal expectancy in these times. We must inaugurate a new 
kind of training that will teach men to sell—not just take orders. 


About a year ago after thoroughly studying every possible training 
method and program I had ever heard about, I came in contact with the 
work of an organization which had spent about fifteen years in research 
right out in the field with salesmen in their daily work to find out what it is 
that good salesmen say and do that makes them successful, and why it is 
that star salesmen seem to be unable to duplicate themselves by teaching 
others to be just as effective. In this work they developed a method which 
makes it possible in an easy, orderly and simple way to teach a salesman to 
train himself to sell in a short space of time. 

The educational fundamentals of the Sales Analysis Institute are to 
teach the salesman to: 1. Investigate a product for its selling points ; 2. Know 
and understand buying motives; 3. So use selling points and build them into 
strong sales talks by the use of power words that they will enable him 
effectively to create interest and desire; 4. Know how to deliver the spoken 
word and support with moods and actions; 5. Think, plan, and reason— 
which increase confidence and morale; 6. Think out a solution rather than 
arriving at self alibis; 7. Know where he is going—why he is going—and 
what to do after he gets there; 8. Have an organized method of self think- 
ing both in writing sales letters and presenting his propositions. 

These and many more benefits may be accomplished through the proper 
application of this method. 
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Effective Executive Personnel Organization * 


By W. J. Donan, Partner, James O. McKinsey and Company 


 . preeees every management problem resolves itself finally into a question 

of securing or developing and of properly organizing the executive per- 
sonnel of a corporation—in other words into a balanced executive personnel 
program. 

It is not enough that a corporation shall have a good executive per- 
sonnel—it is also essential that the executive personnel shall be well organized 
and that it shall, at least subconsciously, understand the principles of organi- 
zation which are in effect. 

The importance of effective personnel organization lies in two major 
elements : 

1. The external pressure to which every business corporation is now 
subjected. 

2. The importance of the conservation of executive energy and the re- 
quirement that the energy of every executive in a company shall be fully 
released to accomplish the utmost. 


External Pressure 


Probably never before has management been subjected to such over- 
whelming and uncontrollable external factors. Even before the end of the 
first year of the depression, Europe, which had envied our much heralded 
modern management, began to take the position that American management 
had not succeeded in saving the day. As an appraisal of American manage- 
ment as a whole, the attitude of the European business was correct. Even 
the best of our executives, while capable of swimming against the tide, could 
not maintain the profit position held in the boom period. 

It would be useless to claim that management can ignore external eco- 
nomic and industrial trends. On the contrary, the best of management will 
anticipate those trends and muster every ounce of energy, every element of 
sound organization, every sound policy for the business, and every economical 
procedure in order to establish and maintain a high position in its field of 
endeavor and to seize upon adversity as an opportunity to advance its relative 
position. 

Those from abroad who undertake to appraise American management 
would do well to draw a clear line of differentiation between the effect of 
economic conditions external to an individual corporation, and the quality 
of executive personnel and executive organization which affects directly the 





*This paper was brescated at a dinner held during the A.M.A. Personnel Conference at the 
Palmer House, Chicago, Feb. 1933. 
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position of an individual corporation in its chosen field. 

The major elements in external pressure on a business are general eco- 
nomic conditions and competitive conditions in an industry. 

Gradually we are coming to realize that American management has been 
faced with general economic conditions with which none of the present 
generation of corporation executives have ever before been faced. Among 
these conditions is the fact that for three years we were in the midst of a 
long downward trend in the general price level. This we accept very reluc- 
tantly. Manufacturers individually, trade association groups, individuals as 
home owners, as security owners, sales executives, production managers, 
financiers, all alike very slowly, if at all, accept the idea that property values 
are going through a process of decline, at first precipitous and later gradual. 
The home owner hangs on to his property, in which three years ago he had 
only a small equity, in the belief that values of 1926 to 1929 will return and 
that his investment in an equity will be recovered. Security holders fondly 
hope that losses will be recovered, and to do so cover their declining values 
by purchasing issues at fractional prices, anticipating that a relatively small 
gross advance per unit on many units will wipe out previous large losses on 
a small number of units. Manufacturing executives maintain manufacturing 
capacity and postpone contracting the organization, all largely on the assump- 
tion that old prices must return, and usually they assume that these price 
levels must return soon. 

It is quite usual to forget that for twenty-five to thirty years the con- 
sumer declared that prices could not move higher; that there must be a 
change downward in the cost of living. 

Over and over again one listens to discussions of management policies, 
especially pricing policies, in which the basic assumption is that the price levels 
of 1926 to 1929 surely will return in the course of the next few months or 
a year or two at the most, in terms of our former standard of value. What 
we seem to forget is that the general price level is determined not by costs 
but by what the public can pay in terms of the unit of value. We seem to 
forget entirely that there are forces external to management which have a 
significance as inevitable as death and taxes; that the general price level is 
beyond the control of management and that the general price level has its 
ultimate bearing on the price level of particular commodity groups. 

What has been going on during the first three years of the depression 
has been not merely a decline, which was at first rapid and then gradual, in 
the general price level, but also, and far more important, a rapid and growing 
deviation of the price levels of different commodity groups from the general 
price level. If all prices had come down together, and equally, it would have 
been possible to have a declining price level without a contraction in either 
physical volume of production of goods and services or a decline in employ- 
ment, but a precipitous decline in the general price level as affected by gold 
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and the credit structure built on gold has always resulted in wide deviation 
of the prices of some commodity groups from the general price level. The 
price paid for previously borrowed capital remained static. The price of 
governmental services rose. The obligations involved in rentals and other 
contractual agreements were only slowly revised. In other words, some 
prices actually advanced, others remained static, some declined very little. 
In contrast, the prices of some commodity groups or of some services declined 
much more rapidly than the general price level. In fact to the extent that 
some prices were not reduced along with the general price level, the price 
reduction of other commodity groups became exaggerated. 

In such a situation exchange relationships between different commodity 
groups previously fairly well established and accepted are thrown completely 
out of balance. The inevitable result is a contraction of physical volume of 
production of goods and services and a contraction in employment, and con- 
sequently a contraction in consumer purchasing power. It is true that the 
process of the exchange of goods has broken down very largely during the 
last three years. 

Under such conditions, the management of an entire industry or of all 
the units in that industry is faced with external pressure over which it has 
little or no control. If there ever was a time when corporations required 
the most in adaptable, courageous and realistic management organization it 
is in such a period as that through which we have been going—the end of 
which has not yet been reached. 

The contraction in physical volume of production, goods and services that 
follows the unbalancing of price ratios inevitably leads to excessive pro- 
ductive capacity compared with consumer purchasing power. As a conse- 
quence, competitive conditions within an industry become an abnormal chal- 
lenge to the executives of an individual corporation. It has become customary 
to assume that all industry is grossly overbuilt, that the major problem is 
one of controlling production, of keeping it within the bounds of demand. 
Undoubtedly, many industries are overbuilt. This is true of certain types 
of recessive industries, the products of which are no longer in such demand 
as formerly, even in terms of the number of physical units. 

In some industries the rapid development of capacity abroad and of 
textile manufacturing in India and China, has brought domestic capacity in 
America or in Great Britain into a state of relative chaos. The establishment 
of tariff barriers, rapid expansion of domestic industry within new European 
national boundaries has adversely affected more than one American industry 
that ten years ago counted on 2 certain proportion of exports. 

Certainly there is excess capacity in particular American industries. In 
such situations competitive conditions in an industry are quite beyond the 
control of the individual management and call for all the ingenuity and 
cohesiveness of the management organization of an individual corporation. 
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Conservation and Release of Energy 


Under the most favorable conditions profitable business requires the 
utmost of business executives, and the utmost requires not only the full 
release of the best capacities of every executive but also the conservation of 
those energies in order best to accomplish the objectives. 

To date we have regarded executive organization as something God- 
given, beyond the possibility of learning or acquiring. We formerly thought 
this way about salesmanship, an attitude acquired and strengthened during 
a twenty-five year period of rising prices and a seller’s market. During the 
last decade we have accepted the idea that selling ability is a matter not only 
of native ability but also of training; but the very executives who insisted on 
the importance of training for salesmen or of training for rank and file 
employees, generally took it for granted that the ability to select and organize 
executives belonged in the realm of genius. They also assumed quite natur- 
ally that to have arrived at some point of executive responsibility was evidence 
of destiny and beyond the influence of intelligent analysis. 

The cumulative results of three years’ depression have gradually brought 
us face to face with the fact that there is nothing permanent or predestined 
about executive organization or executive ability. Too many reputations have 
been strewn off to the side of the road to warrant any such attitude. Too 
much of adaptability to new conditions, of ingenuity to contrive new policies 
and new procedures, is required in these times to warrant a sense of security 
in any executive or in any executive organization. The more violent the 
character of an industry, the more apparent this becomes. In fact, where 
extraordinary profits seemed evidence of genius a few years ago, violent 
reduction in gross and net earnings, receivership and bankruptcy today 
demonstrate that genius is close kin to insanity. 

If there ever was a time for the release of every potential of imagination, 
vigorous effort, or intelligent analysis, or for the conservation of the use of 
every executive talent, this is the time when we discover the possibilities. 
The shrinking in the numbers of executive personnel in individual corpora- 
tions, while executive problems multiply, demand not only the release of all 
capacities but their conservation and direction into channels of major use. 

The day of complacency of executive organizations is or ought to be 
over. No longer is anything certain about the economic or business outlook 
or about the future of an individual corporation or the future of an individual 
executive. Only ability and merit insure an executive future for anyone or 
for any executive organization. There are still some serious dangers char- 
acteristic of many organizations and true of some large organizations. 


Inbreeding 


The first of these probably is the amount of inbreeding among the 
executive forces of organizations. Sometimes even among our most reputable 
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and apparently best managed companies one finds a degree of group and in- 
dividual self satisfaction that was all very well during a period of rising or 
staple prices, but all wrong for the decade that lies ahead. Bigness alone is 
taken by many as evidence of competence when often it is nothing more than 
protection from easy and quick discovery of incompetence. Promotion by 
seniority, in fact if not in theory, shields upper and senior executives from 
effective challenge. In many organizations only a business earthquake will 
modify policies or procedures in less than twenty years. Pride in policies a 
decade or twenty years old can be discovered in any city. Such pride ought 
to be prima facie evidence that policies need revision. 

Glibly, we comment on patriarchal and hereditary characteristics of ex- 
ecutive organizations abroad, particularly in Great Britain. To be sure it is 
harder to detect in America, but look over corporations of all sizes and one 
will find appointments of relatives, of persons with “right social connections,” 
of former bank executives who for some reason had to be dislodged and were 
easily dumped on an industrial creditor. 

In companies large and small one will find individuals clinging to execu- 
tive positions because others in the next rung of executive responsibility find 
it difficult to dislodge what was at first a business associate but has now be- 
come part of the business “family.” How often, too, one finds subordinate 
executives who know and confidentially admit the truth, but have not the 
courage or the ability to make a superior face the truth. It may be high time 
to go on a man hunt for nepotism and to throw promotion by seniority 
overboard. 


Security 


A second prevalent danger is the sense of security that prevails in many 
organizations. This is especially true of large corporations. Almost every 
business man can think of those who must keep their mental dynamos work- 
ing at full force to prevent themselves from sinking back into a sense of 
security that is not good for them, their jobs, or for their companies. Often 
there is a hesitancy to do things that are new or challenging—almost every- 
where one finds men who, knowing the evil that lies in the existing policies 
and procedures of an organization, hesitate before undertaking the uncer- 
tainty that may lie in a change of policies or procedures. 

I have in mind, for instance, a man of great capacity who has deliberately 
followed the policy of not making himself too conspicuous at this time in an 
organization that has long been wed to tradition. :A man of corresponding 
capacity in the same organization made himself too much of a thorn in the 
side of those who were responsible for the “damning total.” The more 
aggressive and correspondingly intelligent of the two is no longer part of 
the organization. The equally able but deliberately less conspicuous execu- 
tive is still there quietly modifying the organization but carefully protecting 
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his security. It remains to be seen which of the two will accomplish the most 
in the long run. 

There is another type of security that is likely to come on many of us 
in the course of the next five years, namely, security which will be induced 
by a sense of gradually improving conditions. It is almost inevitable that 
when an up-turn comes there will be a great temptation after this period of 
strenuous exacting effort to lean back on our oars with the feeling that 
security has once more returned. The most we should hope for is an oppor- 
tunity to view business problems under more favorable conditions with more 
perspective and more temperately. But not within a decade except possibly 
for short periods shall we be relieved of strenuous competition and never 
again probably shall we find conditions changing as slowly as in the past. 
The only safe position for the executive organization of a company or for 
the individual to take is that the tempo of business in the future will exact 
more from us than ever before. 


Reliance on Cooperation 


A third danger lies in a very prevalent attitude that a spirit of co- 
operation within an organization is more important than, or a substitute for, 
scientific executive organization. This is often a protective coloring for 
failure to define executive responsibilities and to hold executives definitely 
responsible. It provides a cloak for considerable alibiing for inadequate 
results or for lack of courage to deal with executive appointments and assign- 
ments of responsibility and for failure to make them understood. It is a 
counterpart of the idea that capacity for organization finds its origin in 
executive genius. It is a natural corollary of our general failures to think 
rightly and act in terms of organization principles or to admit that organiza- 
tion theory is or can be a body of scientific knowledge. It recognizes by 
implication that something is wrong or lacking in executive organization, 
but contributes nothing to its advancement. In fact, the less we talk about 
co-operation in business management and executive organization, the more 
likely we are to attack the problem of organization at its roots. 


Reliance on Good Personnel 


A fourth danger is an often expressed assumption that given good execu- 
tives good results will be obtained. Usually it is assumed that the selection 
and training of a good personnel are the elements that constitute a valuable 
organization. 

It is weak thinking which assumes that a good personnel is more im- 
portant than a good organization. Such thinking dodges the major issue. A 
good executive personnel properly organized ought to be the objective of 
every major executive. The results obtainable from the selection and train- 
ing of a good personnel are only one-half the results that should be obtained. 
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Nothing short of a sound organization of well selected and well trained 
personnel should be the objective of any company. 


Policies—The Prerequisite of Effective Organization 


The building of an executive organization properly presumes a prior 
determination of objectives in terms of business policies. There has been 
some discussion of executive organizations in terms of theoretical standards, 
but it makes considerable difference what the objectives of an organization 
are. After all, an organization is constructed to accomplish some definite 
purpose and the policies adopted to accomplish that purpose have an important 
bearing on what organization is required to reach the objective. 

For instance, a marketing policy of being a style leader, of seeking cus- 
tomers who will purchase well styled products at a price for style goods sold 
direct to the dealer, will have an important bearing on the organization 
relationships of production and marketing executives and on the type of 
marketing organization required. 

Production policies of manufacturing all parts, of owning sources of 
raw materials and preparing raw materials for manufacture or the production 
policy of manufacturing to demand, rather than manufacturing in advance 
and storing, will all have an important bearing on the necessary executive 
personnel organization for production. 

Obviously, a policy of purchasing raw materials and parts or a policy 
of speculating in raw materials will influence in an important manner the 
executive organization for purchasing functions and the relation of the pur- 
chasing personnel to marketing, production and financial executives. 

Whether a corporation sells direct to dealers or through wholesalers, 
whether it finances its operations entirely by issue of securities or partly 
through commercial loans, whether it has a far flung sales organization with 
branch office personnel and local bank accounts, whether it has branch fac- 
tories, or one large manufacturing unit, will have an important bearing on 
the extent and quality of its financial executive personnel. Whether a cor- 
poration follows the policy of promotion from within or whether it welcomes 
new blood from without, whether it believes in retiring executives in the 
middle sixties, or in retaining them indefinitely, whether it believes in retain- 
ing men to the pension age, irrespective of merit, or in dismissing them 
with or without a dismissal allowance, will have an important bearing not 
only on the executive personnel department organization, but also on the 
whole organization structure and the spirit of the executive personnel. 


Analysis of Jobs 


Assuming that we recognize the importance of effective executive organi- 
zation, the dangers that lurk in this relatively undeveloped field of manage- 
ment theory and the significance of the objectives of organization as expressed 
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in management policies, we come necessarily face to face with the problem 
of analysis of executive jobs. The term “job analysis” used freely and 
loosely throughout the last fifteen years has to do essentially with a process 
rather than with a result. The essential elements of executive job analysis 
are: 


1. Job description 

2. Definition of job requirements 
3. Job classification 

4. Job evaluation 


Job Description—What is to be Done. In the realm of executive 
jobs what one most commonly discovers is an illogical, almost inexplainable 
assortment of activities collected by or assigned to different executives. The 
first reason for this state of affairs is that it is usually the nature of an 
executive to have an acquisitive attitude toward responsibilities and authority. 
Executives often are where they are because they like power. The higher 
up one goes in a corporation the more this is true. The second reason is 
that, by and large, major executives have not been offered theories by man- 
agement or have not thought out for themselves any basis for determining 
to whom in the corporation particular activities ought to be assigned. A 
third reason is that it is a common attitude for executives to feel that one 
ought to be ready to do whatever falls at hand to be done. This is an 
attitude in which the spirit is good but the intelligence weak. 

What most corporations need in effective personnel organization is a 
complete description of all of the activities of each executive—the particular 
things that are done week by week and day by day, and for that matter 
matter hour by hour. The importance of this description of jobs lies partly 
in the discovery of all of the responsibilities and activities, all the duties that 
have to be performed within the organization, and partly in the inevitable 
discovery of the illogical assignment or acquisition of activities of many 
varieties by different executives—often overlapping, often conflicting. 

Job Requirements and Job Classification. The next step in the 
process of analyzing jobs is the determination of requirements for different 
types of activity. At this point we refrain from undertaking to define the 
requirements for positions. Considering the variety of activities of different 
types of executives, one must admit that it would be almost impossible to 
find in any one man all of the capacities usually required for performing all 
of the functions which have become attached to him. 

Definition of the requirements for particular activities, however, is com- 
paratively simple. These requirements include types of knowledge, analytical 
ability, the extent to which counselling with others, etc., is required. On 
the basis of the requirements of individual activities, it becomes relatively 
simple to determine what kinds of activities naturally group together. 
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Considerable thinking is yet to be done in the definition of job require- 
ments and the classification of activities under different major executives. 
Gradually we are beginning to recognize that analytical ability is to some 
extent required of all executives. It is not the prerogative of the comptroller, 
of the personnel man, of the statistician, or the economist alone. The ability 
to make decisions is, of course, essential in all major operating executives 
and to some extent among staff men. There is, however a great difference 
between a major executive making an operating decision on his own respon- 
sibility with the advice and counsel of the comptroller or other staff execu- 
tive, and the making of decisions for operating executives by staff men who 
are not responsible for results. Gradually we are coming to recognize that 
the important ability in many positions in carrying out many duties is the 
ability to help determine policies along with others, to share knowledge, 
opinions and facts with them, and even at times to refuse to assume a share 
of responsibility for operating decisions for which others must be responsible. 

The ability to put decisions into effect is clearly different from the 
ability to make decisions or to determine policies. Frequently we find men 
capable of determining what ought to be done but utterly incapable of carry- 
ing it through to completion. 

The ability to “command” needs some differentiation from a common 
interpretation of the word “authority,” which too often conveys the concept 
of abuse. The ability to persuade, to give counsel, is a requirement which 
large-scale organization, in particular, demands increasingly from all execu- 
tives. The production or financial executive must counsel with marketing 
executives, but subject to proper co-ordination from above, and appeal to the 
general management. Counsel does not mean usurping the responsibility for 
decision in the province of another individual executive. 

Job Evaluation. The next major step in the process of analyzing 
jobs is to determine what a position representing a classification of jobs is 
worth. In the executive field this is an almost completely neglected aspect 
of job analysis. Standards for appraisal by comparison with similar positions 
in other companies are scarce. Every effort I know to determine the value 
of an executive position has stumbled over the impracticability of comparing 
jobs and positions in different companies even in the same industry. To be 
sure they do afford some broad comparisons, but none of very practical use, 
fortunately or unfortunately, depending on the point of use. A much more 
profitable approach lies in the candid appraisal of the relative importance 
of different positions in different levels of executive responsibility. To be 
sure such an attack on the problem is almost certain to disclose some wide 
variations from what ought to be, and occasion some embarrassing moments, 
but does result in profitable, because fair, adjustments. For the individual 
business some standard of judging the worth of individual positions can be 
found, and must be found if the release of executive effort is to be achieved. 
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Definition of Responsibilities 

In the process of organizing executive personnel usually too much is 
taken for granted. Definitions of responsibility and lines of authority are 
under the most favorable circumstances subject to some degree of interpreta- 
tion. Written statements of responsibility and lines of authority at best leave 
room for misunderstanding and for varieties of meaning. The lack of written 
statements almost inevitably results in confusion, overlapping and a degree 
of pulling and hauling that creates disorganization and doubt in the minds 
of subordinate executives as to the location of superior responsibility. 

There are a number of prevalent reasons as to why a statement of 
responsibility need not be prepared. It is assumed by many that they are 
established, that they are understood and that there is no overlapping. By 
others, a certain degree of overlapping and duplication is defended on the 
ground that the executives ought to be able to “double” for each other. In 
actual practice they often do double, but usually in a conflicting manner— 
the job is done twice, but differently. Misunderstandings arise regarding 
the border line of responsibilities. The lack of written statements leaves 
room for the assumption of authority and responsibilities of others, or for 
dodging responsibilities which ought to be assumed on the supposition that 
some one else has assumed them. 

Evidence of the value of written statements of responsibility and lines 
of authority can be gained in the attempt of any company to set down in 
written form the responsibilities of various executives. How heavy the lines 
of demarcation are, how much misunderstanding there is, and how much 
overlapping, will almost inevitably appear. In addition, some functions 
will seem to have no particular home within the organization and, conse- 
quently, will be largely neglected. This is particularly true of some of the 
activities which have been added to the management process in recent years. 

But it is not enough to have a written statement of responsibilities. It 
is equally important that they should be understood, that they should be 
explained and that they should be practiced. Any written statement of re- 
sponsibility and lines of authority will need interpretation, especially in the 
period immediately after their preparation. The English language leaves 
a good deal to be desired. The understanding of the English language leaves 
even more to be desired. Different individuals are inclined to read into what 
is written, what they wish to understand and in that respect the definition 
of responsibilities, like the law, needs adjudication. With explanations, 
adjustments, and interpretations will ultimately come a degree of understand- 
ing which naturally makes for smooth functioning. 

Ultimately the full benefits of a clear-cut definition of responsibilities 
will come only through practice. There is no training except through the 
establishment of new habits of action and it is only through practice that 
new habits of action are formed. 








56 PERSONNEL 


The full benefits of the proper analysis of jobs and classification of 
activities into a written statement of executives’ responsibilities come not 
only through written statements properly explained and interpreted but also 
in their practice. 


Understandable Relationships 


It should be apparent that an executive organization cannot consist of 
a number of major sections living unto themselves and communicating with 
each other only through the general manager. The production program is 
vitally affected by the marketing program and to be successful must be sup- 
ported by the economical and well organized production of products that 
meet a standard at a price. 

Financial management can be wrecked on the altar of rapid expansion 
of sales, or on the failure to control manufacturing inventory, or again 
inadequate financial management can cripple the sales program, and so handi- 
cap production and increase costs of manufacture. 

This inter-relationship between the major operating functions of a 
business is quite different from relationships between an executive and his 
subordinates. In a properly organized company the head of a major depart- 
ment, like manufacturing, is responsible for decisions affecting his own 
operations, but in making his decisions he must take into consideration the 
point of view, the needs of and the limitations imposed upon him by finance 
and marketing. This fact, too frequently ignored, brings into being a rela- 
tionship between these major executives which is somewhat similar to the 
relationship between a facilitating department such as the budget bureau, 
comptroller’s office, or personnel department and any operating organization. 
The production department has something of an advisory, consulting rela- 
tionship to the marketing department and the financial department. No one 
of the major operating divisions of a company controls the other but each 
inevitably serves the other. Only through the general management does one 
division exercise control over another and the exercise of that control in the 
sense of command is a responsibility of the general manager rather than of 
coordinate department heads. 

Thus it is that current business requires of its major operating executives 
not only that they shall be able to make decisions and exercise the function 
of command within their own departments—i.e., that they should be operat- 
ing executives within their respective fields—but also that they should have 
the capacity for assuming an advisory and something of a consulting rela- 
tionship to their confreres in other major operating departments. It is 
at this point that the greatest weakness in business executives often appears ; 
namely, an inclination to make decisions for others in fields to which their 
operating responsibility does not extend. 

The most complicated and misunderstood relationships in business are 
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the relationships between operating executives and those specialists in busi- 
ness who have been added in the last few decades, in the course of the 
expansion of the analysis of business activities. I refer especially to those 
executives who have come into being by reason of the introduction of bud- 
geting, modern personnel administration, and merchandizing in its newer and 
more accurate sense. These functions have frequently been referred to in 
terms of functional control. 

The term function is generic. In the whole of management termin- 
ology there is probably no other term so badly abused, misused and mis- 
understood. It applies to the activities and the responsibilities of every type 
of executive—to the general manager, the works manager, the treasurer, and 
the sales manager quite as much as to the comptroller or manager of the 
personnel department. All perform functions in the generic sense of that 
term. 

Likewise the term control is a generic term but its use has been even 
more abused than the use of the term function. To some it means command 
or the right to exercise command; to some it means the right to disapprove 
the decisions or actions of a coordinate executive; to others it means the 
influence brought to bear on decisions of operating executives by the staff 
men through the analysis and interpretation of the results of decisions. 
Even within the same company these several various interpretations of the 
relationship between staff executives and operating executives exist. Some 
operating executives have one interpretation of the function of staff execu- 
tives, others have a different interpretation. The understanding of the func- 
tions of the budget department or of the comptroller’s office may, in turn, 
be quite different from the understanding of the relationship between the 
personnel department and the operating department. Considerable depends 
upon the attitude which the staff executive takes toward operating depart- 
ments and on his interpretation of his relationship to operating departments. 

What is needed in most organizations is the acceptance of two main 
principles : 

1. That an operating executive should make his decisions and assume 
full responsibility for them and for their execution, subject only to his super- 
ior, but with the advice and counsel of staff executives. 

2. That the staff executives such as the budget director, the comptroller, 
the manager of the personnel department, etc., do not have any responsibility 
for command in operating departments, and that there is a facilitating rela- 
tionship between staff and operating departments in the sense that staff men 
help establish standards of operation by which operating executives may more 
easily arrive at decisions and by which they may be judged more fairly 
by the general management. It is not the function of staff executives to 
control in the sense that they may make operating decisions for the operating 
executives. If the operating executives make decisions which are contrary 
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to the evidence presented by the staff executive, or if they fail to execute 
decisions made in such a way as to maintain standards that are adopted, the 
responsibility for control in the sense of command belongs to the general 
manager and not the staff executives. 

Of all the violations of sound organization principles, the failure to 
observe this latter principle has been the most frequent in management 
organization. Personnel management went through its violent stages of bad 
handling in this respect with subsequent deflation of “authority” and ultimate 
rise in effectiveness. Budget directors and comptrollers went through a 
similar period a few years later. Some of them have not yet emerged from 
the stage of thinking in which they accept the functions of command of the 
general manager. Until they do they will not serve the operating executives 
as effectively as they should. 


Decentralization of Responsibilities 


With the growth in size of corporate operations, especially in those 
organizations brought about through mergers, which have several plants and 
branch offices, it has become impracticable for operating executives, including 
the general manager, to form adequate judgment regarding the efficiency of 
the conduct of the business through personal contacts alone. Many organiza- 
tions suffer from the habit of extreme centralization of the control of opera- 
tions. There is an endless debate regarding the respective merits of large- 
scale organization, medium-sized organization and the small type of organiza- 
tion; this debate revolves around the question as to whether or not it is 
possible to maintain the advantages of small-scale operations while gaining 
the advantages of large-scale operations. The problem exists even in rela- 
tively small organizations although, of course, on a smaller scale. 

The most successful efforts to reconcile these advantages and disad- 
vantages lie in the direction of the breaking down of operating units through 
decentralization in such a way as to make individual executives down the line 
in the organization responsible for an operating unit of a size similar to 
that in which the chief advantages of small-scale operation appear, providing 
these decentralized units are given facilities that afford knowledge com- 
mensurate with that of the personal knowledge of the manager in the small 
company. 

In the sales organization this means the establishment of branch offices 
covering territories of appropriate size, embracing a sales force which is 
within the capacity of a manager to supervise. It also means that the branch 
office manager should have authority and responsibility which make his job 
insofar as possible correspond to the operation of an independent business. 
His compensation should correspond to the compensation he would receive 
for success in operating an independent business. 

In a manufacturing organization this means breaking down into branch 
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plants and operating units within the plants, each supervisor in the organiza- 
tion being responsible for a unit within the capacity of supervision of one man. 

With decentralization into what so far as possible amounts to subordin- 
ate business units there should come a considerable degree of latitude for 
experimentation and encouragement of consultation upward from the bottom 
and inward from the territories. It means that a program of standardizing 
operations of branch offices or factories, which puts a blanket on all inde- 
pendence of thought in the units, is almost certain to be the death of progress 
and destruction of that development of executive material without which 
men will not be adequately available for promotion. 

From decentralization of responsibilities should come constantly improv- 
ing standards of operation which may be seized upon here or there for adop- 
tion or modification for the whole organization. Experience and responsi- 
bility are great teachers. Taking orders does not of itself produce executive 
material except by using the proper kind of advice and help without abdicat- 
ing responsibility. Decentralization produces executive ability and produces 
it more effectively in most cases than if top management superimposed 
standard practice in all details. 

Any small-scale business management is usually accountable only to 
itself or, at most, only to one’s superior level, but it usually requires of one 
man more ability than it is fair to expect of any man. In‘a small manufac- 
turing organization, the president, usually owner, is in effect not only presi- 
dent and general manager but also treasurer, works manager, sales manager 
and accountant. In a medium-sized business he acquires a general sales 
manager, production executive, treasurer and accountant. Often, however, 
the standards of effectiveness are a matter of guesswork and of opinion, and 
in consequence injustice of appraisal and uncertainty result, but lack of 
established standards for appraisal of results is particularly compensated for 
by personal contacts. 

The more an organization grows in size and the more the principle of 
decentralized responsibilities is established the more difficult it becomes for 
a major executive to appraise the quality of the management of decentralized 
units. The solution of this problem lies in setting up standards of operating 
efficiency and modifying them as external business conditions, technological 
factors and the efficiency of the organization change. 

There are, of course, a great variety of operating standards which may 
be used as a basis for judgment of the quality of operating units in different 
corners of the business. Some of these are: sales quotas for territories by 
lines of product, personnel standards for jobs to be filled, minimum credit 
ratings, standard manufacturing costs, etc. All of these standards assembled 
lead naturally to budgets, which when properly prepared and adopted provide 
the most satisfactory means of appraisal of the execution of policies by those 
responsible for operating various units of activity. 
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Staff or Facilitating Departments 

It is in the preparation and adoption of standards that the use of staff 
executives has increased. Left to themselves with the constant pressure of 
operating responsibilities, operating executives would find altogether too little 
time for establishing standards of efficiency. Indeed they might be tempted 
to feel that the possibility of higher standards could not be detected. While 
no staff organization should be established as a system of espionage, on the 
contrary staff organizations should be established with the point of view that 
the operating organization will gladly use it to devise new methods, to estab- 
lish better standards, to analyze and interpret results, and to help make com- 
parisons and, consequently, improvemez:ts. 

In this sense all staff departments perform a facilitating function rather 
than a control function, at least in the sense of command. The process of 
setting up standards and of getting operating executives to use these stand- 
ards effectively are both essentially an educational and training process. If 
the standards of efficiency and standard methods are developed in an atmo- 
sphere of cooperative effort, the constant setting-up and revision of stand- 
ards is of itself an educational process. 

The trouble with staff departments in the last two decades in too many 
cases has been that they perform a command function rather than an execu- 
tive educational and training function. As such they have received far less 
cooperation from the operating organization than they might, and the operat- 
ing organization made less use of their services than they would otherwise 
have done. This is probably the most difficult relationship in modern busi- 
ness organization—the one least thought out and the one in which greatest 
mistakes have been made by corporations as a whole and by staff executives 
individually. 

No permanent progress will be made without full recognition that 
operating executives are fully responsible for their decisions and that staff 
executives are responsible only for analysis, interpretation, service, compari- 
son and training, and that they will produce new standards and new levels 
of results only through the medium of the operating organization. 

In the last twenty years the management movement has placed con- 
siderable emphasis on methods and procedures. To some types of mind these 
have become almost an end in themselves. In many a corporation some 
methods have scarcely been reviewed in a decade. Frequently one gains the 
impression that there is no adequate conception of their purpose, that in the 
minds of the management they have a meaning more important than the 
results. 

Standard practices ought to be viewed essentially as a means of reliev- 
ing executives from infinite attention to detail so that they can concentrate 
attention on variables which constantly appear in business experience, which 
call for modifications of policy, standards, and methods. 
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Lack of methods and procedures in many companies accounts in large 
degree for the fact that there are no consciously recognized policies. The 
executives never get beyond consideration of individual cases. It is only 
when variations are viewed in relation to standards that new policies, new 
standards and new methods are developed as promptly as they are required. 

When we put methods and procedures in their proper place as tools to 
relieve management of consideration of all details and permit them to con- 
sider variations, there is possible a full release of executive capacity for con- 
centration on problems which changing conditions always create. When we 
view methods and procedures in these terms as tools for conservation and 
release of managerial effort, then methods and procedures serve their true 
function. 


Executive Compensation 


The advantages of sound executive organization combined with decen- 
tralization of responsibilities and with facilitating service which help to estab- 
lish standards to which are added methods and procedures that permit execu- 
tives to devote themselves to major problems rather than details, however, 
will fall far short of the best results unless executives are compensated in 
such fashion as to place a premium not only on individual effort but also on 
coordination between departments and cooperation between operating execu- 
tives, department heads and staff or facilitating departments. The unfair- 
ness of the compensation of executives, even though unintentional, can de- 
troy a large part of all the values that may be created through adopting other 
sound organization principles. 

There are two principal methods of providing fair executive compensa- 
tion. The first is salary revisions based on a determination of the value of the 
position, combined with a comparison with problems against a standard. The 
second is the provision of extra incentives which are dependent upon variations 
from standards. 

It ought not to be assumed that straight salaries cannot involve the prin- 
ciple of incentive. They do, provided salaries are intelligently and fairly re- 
vised, taking into consideration standards adopted and results obtained and 
provided lines of responsibility are so drawn as to permit location of respon- 
sibility, and therefore determination of the contribution of the individual or 
the group. Too frequently salaries are raised or lowered automatically and 
many salary plans of compensation for executives exist in lieu of extra incen- 
tive plans because the management has never adequately tackled the problem 
of establishing standards with the help of which fair adjustments could be 
made. 

In many cases we have developed standards for judging the effectiveness 
of minor executives but top management dodges the responsibility of estab- 
lishing standards against which they may themselves be judged. 
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The turn is very definitely towards extra incentives for managerial em- 
ployees. Compared with less than 100 applications a few years ago there are 
several hundred in existence today. Some of them have been temporarily 
nullified by conditions over which business has little or no control. In a period 
of recovery it may be expected that the principle of extra incentive will ex- 
pand by leaps and bounds. Many plans will be unscientific, unfair to the 
executives, and unfair to the company. Many of them will be vastly worse 
than a straight salary plan. Without clear-cut lines of responsibility properly 
established, they may be more damaging than helpful. Frankly it is not easy 
to establish an extra incentive plan without the most careful planning, the 
most careful establishment of standards of operating efficiency and consider- 
ation of the factors over which the individual executive has control. 

It is essential, however, that in a period of recovery, we shall not forget 
the problem of overhead in the form of executive compensation, and that we 
shall do our best to solve the problem by making the compensation of execu- 
tives variable. The danger lies in magnifying what appears to be the best 
financial interests of the company and fair compensation to the individual or 
the group and thus losing for the company some of the greatest values that 
may lie in executive intelligence and growth, and the release and conservation 
of executive ability. 


Summary and Conclusion 


Sound organization principles and their application to the individual com- 
pany are the essence of a balanced executive personnel program. No amount 
of detailed personnel procedures, however scientific, can make up for the 
defects of organization structure or poor organization relationships. The 
losses that accrue from improper executive organization probably exceed by 
far the losses and wastes that are easily visible. Lack of organization destroys 
the results of the most perfect selection of executive material and makes for- 
mal executive training a waste of effort. 

The essentials of effective executive organization include the following: 


1. Determination of the objectives of a business in terms of policies. 

2. Description of the activities required to accomplish objectives. 

3. Determination of the man requirements to perform these activities. 

4. Logical classification of activities into executive positions. 

5. Clear-cut definition of responsibilities and authorities attached to | 
positions. 


6. Establishment of understandable relationships understood and prac- 
ticed. 

7. Decentralization of responsibilities. 

8. Establishment of standards for appraising executive effectiveness. 

g. Provision of staff or facilitating services to help establish standards 
and make comparisons and, in the process, to develop executive material. 
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10. Establishment of procedures that relieve executives of detail and 
permit adequate attention to variables by reason of which new policies and 
new standards are established and executive changes made. 

11. Compensation of executives on the basis of results either through 
equitable and prompt salary adjustments or through extra incentives. 

Symptoms of poor organization are: 

1. Lack of recognized policies, particularly written. 

2. Lack of written statements of executive responsibilities accompanied 
by talk about “cooperation” and about executives being able to “double” for 
each other. 

3. Cross currents of authority over the same activity. 

4. Extreme centralization of initiative. 

5. Lack of standards—costs, budgets, size of customer’s account, etc. 

6. Misunderstanding regarding the relationship of staff to operating 
executives. 

7. Immersion of major executives in detail by reason of lack of estab- 
lished procedures. 

8. Salary revisions on approximately a flat percentage basis without 
discrimination or reference to results compared with standards. 

It is apparent to any thoughtful observer that executive personnel or- 
ganization problems have received relatively scanty attention. This is due 
partly to the prevalent attitude that major executives are born organizers, 
and the assumption that they would not have reached the position they have 
were they not able to choose, develop and organize executive personnel. It 
is also due in part to the fact that the personnel movement began with atten- 
tion devoted almost entirely to the rank and file and that many personnel 
men have found it difficult to graduate upward into either junior or senior 
executive personnel problems. Moreover, the personnel movement has thus 
far concentrated too much on personnel procedures and techniques and not 
enough on management organization principles. Despite the fact that the 
solution of many personnel problems affecting the rank and file depend for 
their solution on the adequacy of an executive personnel program during this 
depression, it is becoming increasingly evident that effective personnel ad- 
ministration embraces the whole range of general management. 

Without a sound organization and sound organization relationships ade- 
quately understood, even the most successful efforts at scientific selection of 
executive material or efforts at either formal or informal executive training 
can accomplish relatively little. The next decade will no doubt witness a rapid 
development of organization theory and organization principles without which 
mere technique of production, marketing, finance or personnel administration 
promises unnecessarily slim results. It is high time that organization prin- 
ciples should no longer be taken for granted. 
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